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The Board of D irectors 
Louisiana W orkers' Compensation Corporation 

W e have audited the accompanying statutory statements of adm itted assets, liabilities, and 
policyholders' surplus of Louisiana W orkers' Compensation Corp oration (the Corp oration) as of 
December 31, 1997 and 1996, and th e related statu tory statements of operations, changes in 
policyholders' surp lus and cash flows for th e years th en ended. These financial statements are the 
responsibility of the Corp oration's m anagem ent. Our responsibility is to express an opinion on these 
financial statements based on our audits. 

W c conducted our audits in accordance with generally accepted auditing standards. Those standards 
require that we plan and perform the audits to obtain reasonable assurance about whether the financial 
statem ents are free of m aterial m isstatem ent. An audit includes exam ining, on a test basis, evidence 
supporting th e am ounts and disclosures in the financial statem ents. An audit also includes assessing 
the accounting principles used and significant estim ates made by m anagement, as well as evaluating 
the overall financial statement presentation. W e believe that our audits provide a reasonable basis for 
our opinion. 

As described m ore fully in Note 2a to th e financial statem ents, these financial statem ents were prepared 
in conform ity w ith the accounting practices prescribed or perm itted by the Insurance Departm ent of 
th e State of Louisiana, which is a com prehensive basis of accounting other than generally accepted 
accounting principles, 

In our opinion, because of the effects of th e m atter discussed in the preceding paragraph, th e financial 
statem ents referred to above do not present fairly, in conform ity w ith generally accepted accounting 
principles, the.' financial position of the Corporation as of December 31, 1997 and 1996. or the results 
of its operations or its cash flows for the years then ended. 

In our opinion, th e financial statem ents referred to above present fairly, in all m aterial respects, the 
adm itted assets, liabilities, and policyholders' surplus of the Corporation at December 31, 1997 and 
1996, and the results of its operations, changes in policyholders' surplus and cash flows for the years 
th en ended, on the basis of accounting described in Note 2a. 

/ 

Baton Rouge, Louisiana 
April 24. 1998 
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Statutory Statem ents of A dm itted Assets, Liabilities, and Policyholders' Surplus 
D ecem ber 31, 1997 and 1996 

(In thousands) 

Cash and cash equivalents 
Certificates of deposit 
Bonds 
Conm m n stock 
Prem ium s in course of collection 
Earned but unbilled premium s 
H om e office property 
Electronic data processing equipm ent 
O ther adm itted assets 
TO TAL A DM JT TED ASSETS 

A D M ITTED A SSETS 

1997 

$ 2,651 
22,361 
478,492 
44,932 
8,301 
31,890 
11,292 

513 
6,372 

$606
_  

,80j  

LIABILITIES AN D PO LICYH O LD ERS' SU RPLU S 

Losses and loss adjustment expense reserves 
U nearned prenfium reserves 
Contingem com missions 
l'olieyholders' deposits 
O ther expenses due and payable 

TO TAL LIABILITIES 

I'O I.ICYH O LD ERS' SU RPLU S 

TO TAL LIABILH 'IES AN D PO LICYH O LD ERS' SU RPLU S 

See notes to statutoD, basis financial statements. 
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$386,023 
13,702 
1,522 

20,191 
48~675 
470,113 

136,691 

$606~804 

1996 

$ 4,476 
21,100 
444,836 
16,574 
4,978 
30,602 
11,047 
1,203 

$540,521 

$359,728 
2,774 
304 

31,657 
50,403 
444,866 

95,655 

~ 521 

L O U IS IA N A W O R K E R S ' C O M P E N S A T IO N C O R P O R A T IO N 



I'rem ium s earned - N ote 7 
U nderwriting expenses: 

Losses incurred 

Loss adjustment expenses 
O ther underw riting expenses: 

Com missions 
Prem ium taxes 
General and administrative 

Total underwriting expenses 

Underwriting income (loss) 

N et investnlent incom e 
N et realized[ capital gains 
O ther expenses - net 
N et incom e 

See notes to statutory basis financial statements. 

Statutory Statem ents of O perations 
Years Ended D ecem ber 31, 1997 and 1996 

(In thonsands) 

1997 
$170.532 

97,130 
25,965 

15,066 
8,708 
23,523 
170.392 

140 

33,757 
2,209 

~,86~ 1 
$33,237 

1996 

$179.480 

114,106 
22,798 

16,303 
10,767 
22~094 
186.068 

(6,588) 

30,013 
223 

(2,138) 
$ 21,510 

Balance, January 1, 1996 
N et incom e 
N onadmitted asset change 
Change in unrealized capital gains - net 
Surplus restriction 
Balance, D ecem ber 31, 1996 
N et incom e 
N onadm itted asset change 
Change in unrealized capital gains - net 
Release of surplus restriction 
Balance. D ecem ber 31. 1997 

See notes to statutoD~ basis financial statements. 

Statutory Statem ents of Changes in Policyholders' Surplus 
Years Ended D ecem ber 31, 1997 and 1996 

(in thousands) 

Unrealized 
Capital 

G ains - N et 

$ 933 

933 

4,786 

$5,719 
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Special 
Surplus 
Funds 
$31,000 

9,000 
40,000 

(40,000) 
$ 0 

U nassigned 
Surplus 
$ 39,892 
21,510 
2,320 

(9,000) 
54,722 
33,237 
3,013 

40~900 
$130,972 

Total 
Surplus 
$ 70,892 
21,510 
2,320 
933 

95,6 
33,2 
3,0 
4.7 

$136,691 
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Statutory Statem ents of Cash Flows 
Years Ended D ecem ber 31, 1997 and 1996 

(in thousands) 

Cash flows from  operating activities: 
N et incom e 
Adjustments to reconcile net income 
to net cash provkled by operating activities: 

D epreciation 
N et gain on sales of investm ents 
N et am ortization of bond prem ium 
increase in prem ium s in course of collection 
Increase in earned but unbilled prem ium s 
increase in other adm itted assets 

Increase in losses and loss adjustment expense reserves 
Increase in contingent com m issions 
Increase, in unearned prem ium reserv es 
Increase (decrease) in other expenses due and payable 

N et cash provided by operating activities 

Cash flows from investing activities: 
]nvestm ents: 

Purchase of investm ents 
Proceeds from sales and paydowns 

Purchase of hom e office property 
Purchases of certificates of deposit 
Proceeds from  sales of equipm em  
Proceeds from sales of nonadm itted assets 

N et cash used in investing activities 

Cash flows from financing activities: 
D ecrease in policyholders' deposits 

N et cash used in financing activities 

Net increase (decrease) in cash and cash equivalents 

Beginning cash and cash equivalents 

Ending cash and cash equivalents 

See notes to statutory basis financial statements 

1997 

$ 33,237 

2,190 

(2,209) 
886 

(3,323) 
(1,288) 
(667) 

26,295 
1,218 
10,928 

(1,728~ 
65,539 

(206,428) 
150,523 

(526) 
(1,261) 
181 

1,613 

(55,898~ 

(11,466) 
(11,466) 

(1,825) 

4,476 

$ 2,651 

1996 

$ 21.510 

2,555 

(223) 
913 

(3,130) 
(583) 
(710) 

44,429 
304 

2,774 

_ 
15,151 

_ . 
82,990 

(136,028) 
79,36g 

(1,414) 
(1,oo~ 
1,184 

599 

_ (57,291) 

(22,866) 
(22,866) 

2,833 

1)643 

$~ 476 
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N otes to Statutory Basis Financial Statem ents 

1. O RG A NIZATIO N 

Louisiana W orkers' Compensation Corporation (the Corporation) is a private, nonprofit corporation 
created to operate as a dom estic m utual insurance com pany by Act 814 of the 1991 Regular Session of 
the State of Louisiana legislature and subsequent voter approval of a constitutional am endm ent. 

Louisiana Revised Stalues 23:1404B (1) provides that "Should the corporation's assets be insufficient to pay 
claims as they become due, then the full faith and credit of the state of Louisiana shall be pledged.., for the 
payment of elaims. This full faitb and credit guarantee sball expire in five years or at such time as the United 
States Department of Labor approves United States Longshore and Harbor Worker's Act coverage by the 
corporation without such security, whichever occurs later. " The Corporation provides workers' compen- 
sation insurance coverage to employers in Louisiana and began issuing policies on O ctober 1, 1992. 

2. SUM M ARY O F SIGN IFICAN T ACCO U NTIN G PO LICIES 

The financial statem ents of the Corporation have been prepared in conform ity with accounting 
practices prescribed or permitted by the Insurance D epartm ent of the State of Louisiana. Prescribed 
statutory accounting practices include a variety of publications of the N ational Association of 

Insurance Commissioners (NAIC), as well as state laws, regulations, and general administrative rules. 
Perm itted statutory  accounting practices encompass all accounting practices not so prescribed. The 
application of these accounting principles requires m anagem ent to m ake estim ates and assumptions 
that affect the reported am ounts of admitted assets, liabilities, revenues, and expenses. Actual resuhs 
m ay differ from those estim ates. 

Significant differences between Statutory Accounting Practices (SAP) and Generally Accepted 
Accounting Principles (GAAP) are described below. 

Cash, certificates of deposit, and bonds are classified based on type of investm ent for SAP and are 
classified based on the liquidity of the investm ent for GAAP. In addition, these investm ents are stated 
at amortized cost for SAP rather than fair value for GAAP. As a result, the total of SAP cash, 
certificates of deposit, and bonds is $6,917,000 less than and $2,728,000 greater than GAAP carry ing 
values as of D ecem bm 31, 1997 and 1996. 

Certain assets are designated as nonadmitted (principally furniture, equipment, uncollected premiums 
over 90 days old, automobiles, software and prepaid items) and are excluded from admined assets 
through a direct charge to surplus. As a result, policyholders' surplus and adm itted assets on a SAP 
basis are $16,276,000 and $19,289,000 less than on a GAAP basis as of D ecem ber 31, 1997 and 1996. 

Assets and liabilities relating to reinsurance contracts are stated net under SAIL As a result, adm itted 
assets and losses and loss adjustment expense reserves are $54,668,000 and $41,816,000 less for SAP as 
of D ecem ber 31, 1997 and 1996 and earned but unbilled prem ium s and other expenses duc and payable 
are $1,880,000 and $2,879,000 less for SAP as of D ecem ber 31, 1997 and 1996. 

D eferred policy acquisition costs are expensed under SAP while they are capitalized and am ortized 
over the term s of the. related prem ium s under GAAP. As a result, expenses under SAP are $70,000 
and $270,000 greater than under GAAP for the years ended D ecem ber 31, 1997 and 1996. The 
corresponding deferred policy acquisition costs carried as an asset under GAAP of $679,000 
and $609,000 as of I)ecem ber 31, 1997 and 1996 are not reflected as an asset under SAP 
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N otes to Statutory Basis Financial Statem ents 

Bonds are carried at amortized cost. Com m on stock is carried at fair value. If the Securities Valuation 
O ffice of the N AIC deternfines that the drop in value of bonds is perm anent, then the investm ent is 
carried at fair value. The Corporation had no such investm ents at D ecem ber 31, t997 or 1996. 

Invesm~ent income is recognized when earned. Estimated fair value was obtained from Valuation of 
Securities issued by the Securities Valuation O ffice of the N ational Association of Insurance 
Com m issioners or from am ortized cost if a security's estim ated fair value was not listed. 

c. Certificates of D eposit and Cash and Cash EQuivalents 
Certificates of deposits in excess of the federally insured limit of $100,000 are collateralized by the 
issuing financial institutions. All of the certificates owned have m aturity dates of less than one year 

For purposes of repotting cash flows, cash and cash equivalents include cash on deposit and highly 
liquid investm ents, both readily convertible to known am ounts of cash and so near m aturity that there 
is insignificant risk of changes in value. 

d. D ata ProcessinR Equipm ent and D epreciation 
The data processing equipm ent owned by the Corporation is carried at cost less accum ulated 
depreciation. D epreciation is com puted on a straight-line basis over the estim ated useful life of the 

equipment (5 years). 

e. H om e O ffice Propert 
The hom e office property owned by the Corporation is carried at cost less accum ulated depreciation 

Depreciation is computed on a straight line basis over the estimated useful life of the building (40 
years). 

Losses and loss adjustment expense reserves includes an amount determined from toss reports on 
individual cases, estim ates of the cost of claim s incurred but not reported, and estim ates of expenses for 
processing and investigation of claim s. Such liabilities are necessarily based on estim ates and, while 
m anagem ent believes the am ount is adequate, the ultim ate liability m ay be in excess of or less than the 
am ounts provided. D ue to the Corporation issuing policies since O ctober 1, 1992, historical claim s 
inform ation norm ally used to evaluate the prior claims experience factor of the losses incurred is 
lim ited. Accordingly, the loss liabilities were developed from N CCI Louisiana state-wide risk data for 
the years 1976 through 1993. The Corporation will continue to use N CCI risk data to calculate 
insurance liabilities until it has developed enough of its own credible data. The N CCI risk data was 
developed and trended, using standard actuarial techniques, to m eet the Corporation's prem ium rate 
structure and experience. The m ethods for m aking such estim ates and for establishing the resulting 

liability are continually reviewed, and any adjustments are reflected in current earnings. 

g. I'olicyl
_
!9_lde

_
~s_'

_
D e

_fNsit~ 
Policyholders' deposits represent am ounts which have been collected from policyholders as security. 
The deposits are collected in advance of the policy year and the am ount of the deposit is based on the 
estim ated annual premi um . The deposit is applied to any unpaid premiums and any balance rem aining 
is refunded to the policyholder upon cancellation or termi nation of the policy. The 
policyholders' deposits arc interest bearing to the policyholder. Interest expensed on 
policyholders' deposits was approxim ately $1,232,000 and $912,000 during 1997 and 1996 
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N otes to Statutory Basis Financial Statem ents 

and is included in general and adm inistrative expenses. Interest paid on policyholders' deposits was 
approxim ately $1,352,000 and $1,717,000 during 1997 and 1996. 

Insurance prem ium s are generally recognized as earned on a pro rata basis over the policy term . The 
portion of collected p,em ium s that will be earned in future periods are deferred and reported as 
unearned prem ium s. The portion of premium s that has been earned and will be billed in arrears on a 
m onthly or quarterly basis is recognized as earned and reported as earned but unbilled prem ium s. 
Earned but unbilled premium s are reported net of applicable accrued reinsurance of $1,492,000 and 
$2,879,000 ;at D ecem ber 31, 1997 and 1996. 

The Corporation m aintains reinsurance agreem ents with other insurance companies which provide for 
recovery of claim s to the extent that such claim s exceed $250,000 on a per occurrence basis during the 
reinsurance coverage period. The Corporation rem ains liable to the extent reinsuring com panies are 
unable to m eet their treaty obligations and for that portion of individual claims which exceeds 
$100,000,000. Reinsurance premi ums, com missions, expense reimbursem ents and reserves related to 
reinsurance ceded are accounted for on a basis consistent with those used in accounting for the original 
policies issued and the term s of the reinsurance contracts. Prem ium s ceded to other com panies have 
been reported as a reduction of prem ium incom e. Am ounts applicable to reinsurance ceded for loss 

and loss adjustment expense reserves have been reported as reductions of these items. 

The Corporation evalnates the financial condition of its reinsurers and m onitors concentration of 
credit risk arising from economic characteristics of its reinsurers to minimize its exposure to significant 
losses from reinsurance insolvencies. At D ecem ber 31, 1997, the Corporation held collateral under 
reinsurance al,reem ents in the form of letters of credit totaling $2,107,000 and had no significant 
concentrations of credit risk associated with reinsurance assets. 

j. ]ncome Taxes 
The Corporation was created by the State of Louisiana to provide a residual m arket for state m andated 
workers' com pensation insurance. D uring 1997, the U nited States Congress codified existing 
standards clarifying the tax-exem pt status of the Corporation and other simi lar corporations. Internal 

Revenue Code Section 501(c)27 (IRC 501(c)27) establishes certain conditions and criteria that must be 
m et and m aintained on a continuing basis to qualify for tax-exempt status. Although form al notif- 
ication has not yet been received from the Internal Revenue Service, the Corporation m aintains that 
all such conditions and criteria have been m et and that the Corporation is a tax-exempt entity under 

IRC 501(c)27. Therefore, no provision has been made in these financial statements for income taxes. 

Certain am ounts reported in the 1996 financial statem ents have been reclassified to conform with the 
1997 presentation. 
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N otes to Statutory Basis Financial Statem ents 

3. IN V ESTM EN TS 

At December 31, 1997, the amortized cost and estimated fair value of the portfolio are: (in thousands) 

Am ortized 
C ost 

Government Bonds N ot Backed by Loans $120,580 
G overnm em Bonds Backed by Loans 61,465 
U . S. Agency Bonds N ot Backed by Loans 96,986 
U . S. Agency Bonds Backed by Loans 161,090 
Collateralized M ortgage O bligations 382371 

Total Bonds $478488888888d9_2292 

Com m on Stock $_ 39 2_ ~. 

G ross 
Unrealized 
G ains 

G ross 
U nrealized 
Losses 

$358 $424 

408 119 

$766 

$6,517 

$543 

$798 

Estim ated 
Fair 
Value 

$120,514 
61,465 
97,275 
161,090 
38~371 

$478~715 

$44~932 

At December 31, 1996, the amortized cost and estimated fair value of the portfolio are: (in thousands) 

Am ortized 
Cost 

Governm ent Bonds N ot Backed by Loans $160,163 
Governm ent Bonds Backed by Loans 63,568 
U . S. Agency Bonds N ot Backed by Loans 54,833 
U . S. Agency Bonds Backed by Loans 131,813 
Collateralized Mortgage Obligations 34j4~59 
Total Bonds $444 8~8~36 

Com m on Stock 

G ross 
U nrealized 
G ains 

The expected maturity at December 31, 1997, is: (in thousands) 

D ue ill one )rear or ]ess 
D ue after one year through five years 
D ue alter five years through ten years 
D ue after ten ),ears 
Loan-backed securities 
Total Bonds 

$14 

266 

$280 

$1,187 

Amortized 
Cost 

$ 9,417 
136,429 
43,526 
16,508 
272~612 
$478,492 

G ross 
Unrealized 
Losses 

$4,319 

$4,320 

$254 

Estim ated 
Fair 
Value 

$155,858 
63,568 
55,098 
131,813 
34,459 

$440
. 

,796 

Estim ated 
Fair Value 
$ 9,494 
136,179 
43,719 
16,729 

272~594 

$478,715 

Actual cash flows may differ from projected cash flows as a result of the borrower's ability to prepay 
without call or prepaym ent penalties. 
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N otes to Statutory Basis Financial Statem ents 

N et investment incom e and gross realized gains and losses for the years ending D ecem ber 31, 1997 and 
1996 are: (in thousands) 

Government Bonds N ot Backed by Loans 
Government Bonds Backed by Loans 
U . S. Agency Bonds N ot Backed by Loans 
U . S. Agency Bonds Backed by Loans 
Collateralized M ortgage O bligations 
Com m on Stock 
O ther 
Total 
Investm ent Expenses 
Total 

4. H O M E O I~'FICE PR O PERTY 

December 31, 1997 December 31, 1996 
N et 

lnvestm em 
Incom e 

$ 78 
163 
64 
43 

2,894 

$~3 242 

G ross 
Realized 
Losses 
$ 212 

43 
778 

~L033 

N et (;ross 
Investm ent B.ealized 
incom e G ains 
$ 9,485 $155 
5,726 $261 70 
4,374 6 
6,512 2 
2,079 
165 203 12 

3)430 

31,771 $466 $24~  
(1)758) 

$30,013 

At December 31, 1997 and 1996 home office property consisted of the following: (in thousands) 

C ost 
Accum ulate(] depreciation 
Total 

D epreciation expense 

1997 
$12,129 

(837) i-
j2 2,~92 

$ 281 

5. ELECTRONIC DATA PROCESSING EQUIPM ENT 

i996 
$11,603 

At December 31, 1997 and 1996, admitted electronic data processing equipm ent consisted of the 
following: (in thousands) 

C ost 
Accum ulated depreciation 
Total 

D epreciation expense 

1997 
$2,420 
flg~Z) 

1996 
$2,804 

(1,60i) 
$1,203 

$ 510 $ 578 

Page 10 

L O U ISIA N A W O R K E R S ' C O M P E N SA T IO N C O R P O R A T IO N 



N otes to Statutory Basis Fit~ancial Statem ents 

6. LIABILITY FOR LOSSES AND LOSS ADJUSTM ENT EXPENSES 

Activity in the liability for losses and loss adjustment expenses is summarized as follows (in 
thousands): 

Direct balance at January 1, 
Less reinsurance recoverables 

Net balance at January 1 

N et incurred related to 
Current year 
Prior years 
Total incurred 

N et paid related to 
Current year 
Prior years 
Total paid 

D irect balance at D ecem ber 31 
Less reinsurance recoverables 
N et balance at I)ecem ber 31, 

1997 
$401,544 

_
41,816 

$359,728 

$147,094 

_ (24,005) 
$123~ 08

_
9 

$ 29,592 

_ _
67,202 

$_
9
_
6,794 

$440,691 
5
_
4,668 

1996 

$330,956 
15,657 

$315fi9. 9 

$150,319 
(13,53~ ) 

$136,783 

$ 29,894 
62,460 

$ 92,354 

$401,544 
41,816 

$359,728 

As a result of changes in estim ates of incurred events in prior years, the provision for losses and loss 

adjustment expenses (net of reinsurance recoveries) decreased by $24,005,000 and $13,536,000 in 1997 
and 1996 because of lower-than-anticipated losses on the developm ent of the claim s. 

7. REIN SU R AN CE A CTIVITY 

The Corporation limits its loss exposure by ceding all risks in excess of $250,000 per accident with 
other insurers through general reinsurance treaties. Ceded insurance is treated as the risk and liability 
of the assunfing com pany. Am ounts pertaining to reinsurance premium s which were deducted from 
prem ium s earned were approximately $18,101,000 and $19,001,000 for the years ending D ecember 31 
1997 and 1996. 

8. PO LICYH O LD ERS' SU RPLU S 

Pursuant so the reconunendation found in the Louisiana D epartm ent of insurance report of 
exam ination as of D ecem ber 31, 1994, the Corporation restricted policyholders' surplus in the am ount 
of $40,000,000 at D ecem ber 31, 1996, in the event the IRS should determ ine that the Corporation is 
taxable. D urin g 1997, the U nited States Congress codified existing standards clarifying the tax status of 

tile Corporation. (See Note 2j.) As a result, the Corporation has removed this restriction on 
policyholders' surplus during 1997. 
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N otes to Statutory Basis Financial Statem ents 

9. CO M M ITM EN TS 

At D ecem ber 31, 1997, the Corporation was com m itted under the term s of non-cancelable office and 

equipmem leases as follows (in thousands): 

Y ear 
1998 
1999 
2000 
2001 
2002andlater 

O ffice 
Leases 

$83 
75 
31 
0 
0 

The Corporation expended approximately $1,610,000 and $1,178,000 during the years ending 
D ecem ber 3:l, 1997 and 1996 for lease paym ents. 

10. RETIREM EN T PLAN  

The Corp oration sponsors a defined contribution pension plan covering substantially all of its 
employees. Contributions to the pension plan are at the Board of Directors' discretion. 
Contributions and costs incurred were 5% and 4% for the years ending 1997 and 1996 of each covered 
cmployec's salary and totaled approxim ately $550,000 and $418,000 for 1997 and 1996. 

The Corporation also sponsored a savings plan under Section 457 of the Internal Revenue Code 
covering all eligible employees. Participating employees could contribute up to 15% of their base 
salary with the Corporation m atching up to 5% of their base salary. Contributions expense of the 
Corporation was approxim ately $287,000 and $236,000 in 1997 and 1996. Effective D ecem ber 31, 
1997, the Corporation froze all contributions to this savings plan and transferred the assets to a trust 
account. Participating em ployees m ust m eet certain eligibility requirem ents, prim arily term ination of 
em ploym ent or reaching retirement age, before withdrawing contributions, 

Effective January 1, 1998, the Corporation began sponsoring a savings plan under Section 401k of the 
lnternal Revenue Code covering all eligible em ployees. Participating em ployees m ay contribute up to 
15% of their eligible salary with the Corporation m atching up to 5% of their eligible salary . 

11. RELATED PARTY TRAN SACTIO N S 

In the norm al course of business, the Corporation conducts transactions with a board m em ber. This 
board m em ber is affiliated with an insurance agency which receives com missions for policies placed 
with the C orporation. The com missions paid are based on the standard rates used for all agents and 

were not significant to the Corporation in 1997 or 1996. 
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Postleth~ ite &  N etter~qlle 
A Professional Accounting Corporation 
CERTIFIED PUBLIC ACCOUNTANTS 

8550 UNITED PLAZA BLVD ., SUITE 1001 ~ BATON ROUGE, LOUISIANA 70809 ~ TELEPHONE (504) 922-4600 ~ FAX (504) 922-4611 

INDEPENDENT AUDITORS' ANNUAL LETTER OF QUALIFICATION 

Board of D irectors 
l.ouisiana W orkers' Com pensation Corporation 

W e have audited, in accordance w ith generally accepted auditing standards, the statutory financial 

statements of Louisiana W orkers' Compensation Corporation (the Corporation) as of December 31, 1997 
and 1996 and for the years then ended and have issued our report thereon dated April 24, 1998. In 
connection therew ith, we advise you as follow s: 

a 

b 

W e are independent certified public accountants w ith respect to the Corporation and conform 
to the standards of the accounting profession as contained in the Code of Professional Conduct 
and pronouncem ents of the Am erican Institute of Certified Public Accountants, and the Rules 
of I'rofessional Conduct of the Louisiana Board of Public Accountancy. 

"[he engagement director and m anager, who are certified public accountants, have thirteen years 
and seven :,,cars, respectively, of experience in public accounting, and are experienced in 
auditing insurance companies. M em bers of the engagement team , m ost of whom have 
experience iB auditing insurance enterprises and all of whom are certified public accountants. 
were assigned to perform tasks com m ensurate with their training and experience. 

\Vc understand that the Corporation intends to file its audited statutory financial statem ents add 
our report thereon w ith the Insurance Departm ent of the State of Louisiana and other state 
insurance departments in states in which the Corporation is licensed and that the insurance 
com m issioners of those states w ill be relying on that inform ation in m onitoring, and regulating 
the statutory financial condition of the Corporation. 

W hile we understand that an objective of issuing a report on the statutou, financial statements 
is to satisfy regulatory requirements, our audit was not planned to satisfy all objectives or 
responsibilities of insurance regulators. In this context, the Corporation and insurance 

commissioners should understand that the objective of an audit of stamtor3, financial statements 
in accordance with generally accepted auditing standards is to form an opinion and issue a report 
on whether the statutory financial statements present fairly, in all m aterial respects, the adm itted 
ass,zt5, liabilities, and capital and surplus, results of operations and cash riow in conform ity with 
accounting practices prescribed or perm itted by the Insurance Departm ent of the Stale of 
Louisiana. Consequently, under generally accepted auditing standards, we have the 

DONALDSONVILLE ~ GONZALES ~ NEW ORLEANS ~ ST. FRANCISVlLLE 
ASSOCIATED OFFICES IN PRINCIPAL CITIES OF "IHE UNITED STATES 
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responsibility within the inherent lim itations of the auditing process, to design our audit to 
obtain reasonable assurance that errors and irregularities that have a m aterial effect on the 
stallJlory financial statem ents will be detected and to exercise due care in the conducl oflhc 

audit. The concept of selective testing of the data being audited, which involves judgment both 
as to the num ber of transactions to be audited and the areas to be tested, has been generally 
accepted as a valid and sufficient basis for an auditor to express an opinion on the financial 
statem ents. A udit procedures that are effective for detecting errors, if they exist, m ay bc 
ineffective for detecting irregularities. Because of the characteristics of irregularities. 
particularly those involving forgery and collusion, a properly designed and executed audit m ay 
not detect a m aterial irregularity. In addition, an audit does not address the possibility that 

material errors or irregularities may occur in the future. Also, our use of professional judgment 
and the assessm ent of m ateriality for the purpose of our audit m eans that matters m ay exist that 
woukld have been assessed differently by insurance com m issioners. 

It is the responsibility of the m anagem ent of the Corporation to adopt sound accounting policies, 
to m aintain an adequate and effective system of accounts, and to establish and m aintain internal 
control that will, am ong other things, provide reasonable, but not absolute, assurance that assets 
are safeguarded against loss from unauthorized use or disposition and that transactions are 
executed in accordance w ith m anagem ent's authorization and recorded properly to perm it the 
preparation of financial statem ents in conform ity w ith accounting practices prescribed or 
perm itted by the Louisiana Insurance Department. 

l'hc Insurance Com m issioner should exercise due diligence to obtain whatever other information 
that m ay be necessary  for the purp ose of m onitoring and regulating the statutory financial 
position of insurers and should not rely solely upon the independent auditor's report. 

W c w ill retain the work papers prepared in the conduct of our audit until the Insurance 
I)epartm ent of the State of Louisiana has filed a Report of Exam ination covering 1997, but not 
Ion~,er tlian seven years. A fter notification to the Corporation, we will m ake tile work papers 
available for review by the Insurance Departm ent of the State of Louisiana at the offices of the 
insurcr, at our offices, at the Insurance Departm ent or at any other reasonable place designated 
by the Insurance Com m issioner. Furtherm ore, in the conduct of the aforementioned periodic 
review by the Insurance Department of the State of Louisiana, photocopies of pertinent audit 

work papers may be made (under the control of the accountant) and such copies may bc retained 
by the Insurance Departm ent of the State of Louisiana. 

This is the third ),ear the engagem ent director has served in that capacity w ith respect to the 
Corporation. The engagem ent director is licensed by the Louisiana Board of Public 
Acc otmtancy and is a m ember in good standing of the Am erican Institute of Certified Public 
Accountants. 

To the best of our know ledge and belief, we are in com pliance w ith the requirem ents of section 

7 of the NA1C's M odel Rule (Regulation) Requiring Annual Audited Financial Reports regarding 
qualificalions of independent certified public accountants. 
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This letter is furnished solely to enable you to com ply with the Insurance Department of the State of 
Louisiana requiremcnts referred to herein and with the National Association of Insurance Com m issioner 
Annual Statem ent Instructions and should not be used for any other purpose. 

lt3alon Rouge, Louisiana 
A pril 24, 1998 
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8550 UNITED PLAZA BLVD., SUITE 1001 ~ BATON ROUGE, LOUISIANA 70809 ~ TELEPHONE (504) 922-4600 ~ EAX (504) 922-4611 

The Board of Directors 
LouisiaDa W orkers' Com peDsation Corporation 

In plalm ing and performing our audit of the financial statements of Louisiana W orkers' Compensation 

Corporatio~n (the Corporation) for the year ended December 31, 1997, we considered its internal 
control in order to determ ine our auditing procedures for the purpose of expressing our opinion on tile 
financial statem ents and not to provide assurance on internal control. Our consideration of internal 
control would not necessarily disclose all m atters in internal control that m ight be m aterial weaknesses 
under standards established by the American Institute of Certified Public Accountants. A m aterial 
weakness is a condition in which th e design or operation of one or m ore of internal control elem ents 
does not reduce to a relatively low level th e risk th at errors or irregularities in am ounts th at would be 
m aterial in relalion to the financial statem ents being audited m ay occur and not be detected w ithin a 
tim ely period by em ployees in the norm al course of perform ing their assigned functions. However, 
we noted r~o m atters involving internal control and its operation that we consider to be m aterial 
w eaknesses as defined above. 

This report is intended solely for the inform ation and use of the board of directors, m anagem ent, and 
others w ithin the Corporation and for purp oses of filing w ith insurance regulatory auth orities and the 
Louisiana Legislative Auditor's Office and should not be used for any other purp oses. 

Baton Rouge Louisiana 
April 24, 1998 
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T 

"1"o the Board of D irectors 
Louisiana W orkers' Com pensation Corporation 

W e have audited the accompanying consolidated balance sheets of Louisiana W orkers' Compensation 
Corporation and Subsidiary (the Corporation) as of December 31, 1997 and 1996, and the related 
consolidated statements of operations, changes in policyholders' equity, and cash flows for the years 
then ended. These consolidated financial statem ents are tile responsibility of the Corporation's 
m anagem ent. Our responsibility is to express an opinion on these consolidated financial statem enls 
based on OUF audits. 

W e conducted our audits in accordance with generally accepted auditing standards and Government 
Auditing Standards, issued by the Comptroller General of th e United States. Those standards require 
that we plan and perform the audits to obtain reasonable assurance about whether the consolidated 
financial statem ents are free of m aterial m isstatem ent. An audit includes exam ining, on a test basis, 
evidence supporting th e am ounts and disclosures in th e consolidated financial statem ents. An audit also 
includes assessing the accounting principles used and significant estim ates m ade by m anagem ent, as 
well as evaluating th e overall financial statement presentation, W e believe that our audits provide a 
reasonable basis for our opinion. 

In our opinion, the consolidated financial statem ents referred to above present fairly, in all m aterial 
respects, th e financial position of Louisiana W orkers' Com pensation Corporation and Subsidiary as 
of l)ecember 31, 1997 and 1996, and th e results of th eir operations and th eir cash flow s for th e years 
then ended in conform ity w ith generally accepted accounting principles. 

In accordance with Government Auditing Standards, we have also issued a report dated April 24, 1998 
on our consideration of th e Corp oration' s internal control over financial reporting and our tests of their 
com pliance w ith certain provisions of laws and regulations. 

Baton Rouge, Louisiana 
April 24, 1998 
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LO UISIANA W ORK ERS' COM PENSATION CORPORA TIO N 
Consolidated Balance Sheets 

(in thousands) 

ASSETS 

Cash and cash equivalents 
Investm ent securities available for sale - Note 3 

Premiums receivable (net of allowance of $10,500,000 in 1997 
and $11,300,000 in 1996) 

Recoverable from reinsurer 
Fixed assets less accumulated depreciation - Note 5 
Deferred policy acquisition costs - Note 4 
Deferred start-up costs - N ote 10 

Other assets 

TOTA L A SSETS 

D ecem ber 31, 

1997 1996 

$ 25,652 
530,341 

44,602 

54,770 

14,470 
679 

6,780 

$677,294 

LIABILITIES AND POLICYHOLDERS' EQUITY 

Liabilities 

Losses and loss adjustment expenses - Note 6 
Unearned prem ium reserve 

Conlingent com m issions 

Policyholders' deposits 

Prem ium taxes and oth er liabilities 

TOTAL LIABILITIES 

Policyholders' equity 

Equity 

Net unrealized appreciation (depreciation) on securities 
available for sale 

TOTAL I'OLICYHOLDERS' EQUITY 

$440,691 
13,702 

1,522 

20,191 

50,938 

527,044 

137,615 

12,635 

150,250 

TOTAL LIABILITIES AND POLICYIIOLDERS' EQUITY $677,294 

See notes to consolidated financial statements 
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$ 28,147 
456.188 

41,968 

42,206 

15,888 

609 

356 

6,350 

$ 591,712 

$ 401,544 
2,774 

304 

31,657 

53,325 

489,604 

103,903 

(1,795) 

102,108 

$ 591,712 



LO UISIAN A W ORK ERS' CO M PEN SATIO N CO R PORA TIO N 
Consolidated Statem ents of Incom e 

Years Ended D ecem ber 31, 1997 and 1996 

(in thousands) 

Consolidated Statem ents of Changes in Policyholders' Equity 
Y ears Ended D ecem ber 31, 1997 and 1996 

(in thousands) 

Balance -- begrim ing of year 

Nct incom e 

1997 1996 

$102,108 

33,712 

$ 95,149 

16.645 

Net increase (decrease) in unrealized appreciation of securities 
available for sale 14,430 (9,686) 

Balance .- end of ),ear 

See notes to consolidated finaneial statements 
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LO UISIANA W ORK ERS' COM PENSATION CO RPOR ATION 
Consolidated Statem ents of Cash Flow s 

Y ears Ended D ecem ber 31
, 1997 and 1996 

Cash flows from operating activities: 
Net incom e 

Adjustments to reconcile net income 
to net cash provided by operating activities: 

Depreciation 

Am ortization of deferred start-up costs 
Gain on sales of investm ents 
Net am ortization of bond prem ium 

Increase in prenfium s receivable 

Increase (declease) in allowance for doubtful accounts 
Increase in recoverable from reinsurer 
Increase in deferred policy acquisition costs 

Increase in other assets 

Increase in losses and loss adjustment expenses 
Increase in unearned prem ium reserve 
Increase in contingent comm issions 

Increase (decrease) in other expenses due and payable 
Net cash provided by operating activities 

Cash flows from  investing activities: 

Purchase of investm ents 

Proceeds from paydowns and sales of investm ents 

Proceeds from sales (purchases) of fixed assets - net 
Net cash used in investing activities 

Cash flows from  financing activities: 

Decrease in policyholders' deposits 
Net cash used in financing activities 

Net decrease in cash and cash equivalents 

Beginning cash and cash equivalents 

Ending cash and cash equivalents 

See notes t~ consolidated financial statements 
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1997 1996 

$ 33,712 $ 16,645 

2,190 

356 

(2,209) 
885 

(1,834) 
(8o0) 

(12,564) 
(70) 
(430) 

39,147 

10,928 

1,218 

(2,387) 
68,142 

(206,428) 
t48,029 

(772) 
(59,171) 

(11,466) 
(11,466) 

(2,495) 

28,147 

$ 25,652 

2,555 

475 

(223) 
913 

(1,667) 
4,300 

(26,223) 
(270) 
(971) 

70,588 

2,774 

3O4 

13,469 

82,669 

(136,028) 
56,497 

712 

(78,819) 

(22,866) 
(22,866) 

(19,016) 

47.163 

$ 28,]47 



I,O UISIANA W ORKERS' COM PENSATION CO RPORA TION 
N otes to Consolidated Financial Statem ents 
Y ears Ended D ecem ber 31, 1997 and 1996 

1. O R G A NIZA TIO N 

Louisiana Workers' Compensation Corporation (the Corporation) is a private, nonprofit corporation created 
to operate as a dom estic m utual insurance company by Act 814 of the 1991 Regular Session o[ the State o[ 
Louisiana legislature and subsequent voter approval of a constitutional am endm ent. Louisiana Revised 

Statues 23:1404B (1) provides that "Should tbe corporation's assets be insuffi cient to pay claims as tbey become 
due, then tbe full faitb and credit of tbe state of Louisiana sball be pledged. . . for tbe payment of claims. This full 
faith and credit guarantee shall expire thrive years or at such time as the United States Department of Labor 
approves United States Longsbore and Harbor W orker's Aet coverage by the corporation witbout such security, 
whichever occurs later. " The Corporation provides workers' compensation insurance coverage to employers 
in Louisiana and began issuing policies on October 1, 1992. 

On Septem ber 6, 1996, the Corporation form ed a nonprofit non-stock subsidiary, LW CC M ulti-Slate Facility 

Agency, Inc. (the Agency) without capital infusion. This subsidiary functions as an insurance agency which 
facilitates the solicitation and negotiation of insurance policies with Louisiana em ployers with expostlres 

outside of Louisiana as authorized by LRS ~ 23:1393A(2). Insurance policies with non-Louisiana exposures 
are placed with a national insurance com pany which pays the Agency a com m ission. Th e purpose of the 
Agency is not to m ake a profit, but to provide a single location for the processing of applications

, paym ents, 
and claim s for the insureds w ith both Louisiana and non-Louisiana exposures and to assist the Corp oration in 
retaining existing policies and producing new Louisiana business. The Agency expects to pass the 
com m issions it receives from the partnered insurance com pany in excess of its expenses to the independent 
agents producing the business, lntercom pany balances have been elim inated in preparation of these 
consolidated financial statem ents. 

The Corporation is not an agency or division of the State of Louisiana nor has it ever received any state or 
federal funding. These financial statem ents are discretely presented in the State of Louisiana Comprehensive 
Annual Fin ancial Report under the guidance of Govern m ental Accounting Standards Num ber 14 The 
Financial Reporting Entity because the State of Louisiana has provided its full faith and credit to the 
Corporation. 

2. SUS~M ARY OF SIGNIFICANT ACCOUNTING POLICIES 

a. Basis of Presenta tion 
These financial statem ents are presented in conform ity with generally accepted accounting principles. The 
application of these accounting principles requires m anagem ent to m ake estim ates and assumptions that affect 
the reported anm unts of assets, liabilities, revenues, and expenses. Actual results m ay differ from those 
estim ates. 

The Corp oral ion is regulated by the Insurance Departm ent of the State of Louisiana using accounting practices 
prescribed or permitted by that insurance departm ent. At December 3t, 1997 and 1996,1he Corporation's 
policyholders' equity under these accounting practices was approximately $136,691,000 and $95,655,000. Of 
these am ounts, $3,000,000 was required to satisfy m inimum capital requirem ents in each year. Pursuant to the 
recom m endation found in the Louisiana D epartm ent of Insurance report of exam ination as ofI)eccm ber 31

, 

1994, the Corporation restricted policyholders' surplus in the amount of $40,000,000 at December 31
, 1996 in 

the event the Intern al Revenue Service determined that the Corp oration was taxable. D uring 1997, 
the United States Congress codified existing standards clarifying the tax status of the Corporatio 
(See Note 2k.) As a result, the Corporation has removed this restriction on policyholders' snrpl 
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LO UISIANA W O RK ERS' CO M PENSATIO N CO RPORATIO N 
N otes to Consolidated Financial Statem ents 
Years Ended D ecem ber 31, 1997 and 1996 

as of D ecem ber 31, 1997. The Corporation had net income under these accounting practices of approximately 
$33,237,000 and $21,510,000 for the years ending December 31, 1997 and 1996. 

b. Certificates of D cl~osits and Cash and Cash Equivalents 
Certificates of deposits in excess of the federally insured lim it of $100,000 are collateralized by thc issuing 
financial institutions. Certificates of deposits and cash equivalents owned have m aturity dates of less than 
ninety days and have fair values approxim ating carrying am ounts. 

For purposes of reporting cash flows, cash and cash equivalents include cash on deposit and highly liquid 
investm ents, both readily convertible to known am ounts of cash and so near m aturity that there is insignificant 
risk of changes in value. 

c. Investm ents 
qqae Corporation classifies its investm ents as trading, available for sale or held to m aturity based upon its 
intent and ability to hold the investm ent. This classification is m ade at the acquisition date of the security and 
is reasses,;ed at each year end. Realized gains and losses on sales of investments are recognized in net income 
using the specific identification basis. Unrealized gains and losses on trading securities are reflected in 
earnings and the related asset is stated at estim ated fair value. Unrealized gains and losses on available for 
sale securities are reflected as an adjustment of policyholders' equity and accordingly, have no effect on 
incom e and the related asset is stated at estim ated fair value. Investments classified as held to maturity are 
stated at amortized cost. Th e estimated fair values of the securities are based on quoted market prices or 
dealer quotes. 

d. Fixcd A ssets and D epreciation 
The fixed assets ovm ed by the Corporation arc carried at cost less accum ulated depreciation. Depreciation is 
computed on a straight-line basis over the estim ated useful life of the equipm ent, generally 5 years. The 
depreciation on the building is com puted on a straight line basis over the estim ated useful life of 40 years. 

e. Losses and Loss Adiustm ent Exoenses 

Losses and loss adjustment expenses includes an amount determined from loss reports on individual cases, 
estim ates of the cost of claim s incurred but not reported, and estim ates of expenses for processing and 
invcstigaiion of claims. Such liabilities are necessarily based on estimates and, while management believes 
the am ount is adequate, the ultim ate liability m ay be in excess of or less than the am ounts provided. Due to 
the Corp oration issuing policies since October 1, 1992, historical claim s inform ation norm ally used to evaluate 
the prior claim s experience factor of the losses incurred is lim ited. Accordingly, the loss liabilities were 
developed frmn N CCI Louisiana state-wide risk data for the years 1976 tkrough 1993. The Corporation will 
continue to use N CCI risk data to calculate insurance liabilities until it has developed enough of its own 
credible data. The NCCI risk data was developed and trended, using standard actuarial techniques, to m eet the 
Corp oration's prem ium rate strtlcturc and experience. The m ethods for m aking such estim ates and for 

establishing the resulting liability arc continually reviewed, and any adjustments are currently reflected in 
earnings. 

f. Defened Policy Acquisition Costs 
Costs of acquiring new and renewal business are capitalized and charged to expense in pro portion to premium 
revenue earned. 
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LO UISIANA W O RK ERS' CO M PEN SATIO N CO RPO RA TIO N 
Notes to Consolidated Financial Statem ents 
Years Ended D ecem ber 31, 1997 and 1996 

g. D eferred Start-Up Costs 
Costs incurred prior to beginning operations have been deferred. These costs are being am ortized over a five 
year period. 

h. Policyholders' D eposits 
Policyhohaers' deposits represent amounts which have been collected from policyholders as security. The 
deposits are collected in advance of the policy year and tile am ount of th e deposit is based on the estimated 
annual prem ium . The deposit is applied to any unpaid prem ium s and any balance rem aining is refunded to 
the policyholder upon cancellation or term ination of the policy. The policyholders' deposits are interest 
bearing to the policyholder. Interest expensed on policyholders' deposits is approximately $1,232,000 and 
$912,000 during 1997 and 1996 and is included in general and administrative expenses. Interest paid on 
policyholders' deposits was approximately $1,352,000 and $1,717,000 during 1997 and 1996. 

i. Prem ium s earn ed 
Insurance prem ium s are generally recognized as earn ed on a pro rata basis over the policy term . The portion 
of collected prem ium s that will be earn ed in future periods are deferred and reported as unearned prem ium s. 
The portion of prem ium s that has been earned and will be billed in arrears on a m onthly or quarterly basis is 
recognized as earn ed and reported as prem ium s receivable. Prem ium s receivable are periodically reviewed for 
collectibility and an estim ated allow ance is established. 

Reinsurance 
The Corporation m aintains reinsurance agreem ents with other insurance com panies which provide for 
recovery of claim s to the extent sueh claim s exceed $250,000 on a per occurrence basis during the reinsurance 
coverage period. The Corporation rem ains liable to the extent reinsuring com panies are unable to m eet th eir 
treaty obligations and for that portion of individual claim s which exceeds $100,000,000. Reinsurance 
prem ium s, com m issions, expense reimbursem ents and reserves related to reinsurance ceded are accounted for 
on a basis consistent with those used in accounting for the original policies issued and the term s of the 
reinsurance contracts. Prem ium s ceded to other com panies have been reported as a reduction of prem ium 

income. Amounts applicable to reinsurance ceded for loss and loss adjustment expense reserves and amounts 
paid to the reinsurer relating to the unexpired portion of reinsurance contracts have been reported as assets. 

The Corporation evaluates the financial condition of its reinsurers and m onitors concentration of credit risk 
arising from econom ic characteristics of its reinsurers to m inim ize its exposure to significant losses from 
~cinsurance insolvencies. At December 31, 1997, the C6rporation held collateral under rcinsurancc 
agreements in the form of letters of credit totaling $2,107,000 and had no significant concentrations of credit 
risk associated w ith reinsurance assets. 

k. Incom e Taxes 
TIle Corporation w as created by the State of Louisiana to provide a residual m arket for state m andated 
workers' com pensation insurance. During 1997, the United States Congress codifed existing standards 
clarifyin~ the tax-exem pt status of the Corp oration and other sim ilar corp orations. Internal Revenue ('ode 

Section 501(c)27 (IRC 501(c)27) establishes certain conditions and criteria that must be met and maintained 
on a cont:inuing basis to qualify for tax-exem pt status. Although form al notification has not yet been received 
from the lntem al Revenue Service, the Corporation m aintains that all such conditions and criteria have been 

met and that the Corporation is a tax-exempt entity under IRC 501(c)27, The Agency is not a 
tax-exem pt organization, but has incurred taxable losses since its form ation. Therefore, no 
provision has been m ade in these financial statem ents for incom e taxes. 
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LOUISIANA W ORKERS' COM PENSATION CORPORA TION 
N otes to Consolidated Financial Statem ents 
Y ears Ended D ecem ber 31, 1997 and 1996 

1. Advenisin~  Costs 
Advertising costs are expensed as incurred. 

m . Reclassifications 
Certain am ounts reported 

presentation. 

in the 1996 financial statem ents have been reclassified to conform with the 1997 

3. INVESTM ENTS 

At Decem ber 31, 1997 and 1996, all investm ents were classified as available for sale and were registered in 
the Corporation's nam e. At December 31, 1997, the am ortized cost and estimated fair value of tile portfolio 

are: (in thousands) 

Am ortized 
Cost 

Government Bonds Not Backed by Loans $120,581 
G overnm ent Bonds Backed by Loans 61,465 
U . S. Agency Bonds Not Backed by Loans 96,986 
U . S. Agency Bonds Backed by Loans 161,090 
Collateralized M ortgage Obligations 38,371 

Common Stocks _ 39,2J3 
.$7127,7o6 

G ross 
U nrealized 
Gains 
$ 324 
2,733 
552 

4,096 
100 

6,517 
$14,32
_  ._

2
. 

Gross 
U nrealized 
Lo sses 
$ 436 

10 
190 
195 
58 
798 

$1,687 

Estim ated 
Fair 
V alue 

$120,469 
64,188 
97,348 
164,991 
38,413 
44,932 

$530,341 

At December 31, 1996, the amortized cost and estimated fair value of the portfolio are: (in thousands) 

Am ortized 
Cost 

Government Bonds Not Backed by Loans $160,163 
Government Bonds Backed by Loans 63,568 
U . S. Agency Bonds Not Backed by Loans 52,339 
U . S. Agency Bonds Backed by Loans 131,813 
Collateralized M ortgage Obligations 34,459 
Connnon Stocks 15,641 

$457,983 

Gross 
Unrealized 
G ains 

$ 31 
1,825 
578 

1,227 

1,187 
$4,84
_ _  

8 

The expected maturity at December 31, 1997, is: (in thousands) 
Am ortized 

Cost 

Due in one year or less 
Due after one year through five years 
D ue after five yeats through ten years 
Due after ten years 
M ortgage-backed securities 
Com m on Stocks 
Tota 

$ 9,417 
136,429 
43,526 
16,509 
272,612 
39,213 

$517,7066 
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Unrealized 
Lo sses 

$4,381 
212 
417 

1,071 
3(18 
254 

$6,643 

Estim ated 
Fair Value 
$ 9,534 
136,191 
43,634 
16,778 
279,272 

_  
44,932 

$530,341 

Estimated 
Fair 
Value 

$155,813 
65,181 
52,500 
131,969 
34,151 
16,574 



LO UISIANA W ORK ERS' COM PENSATION CORPORA TION 
N otes to Consolidated Financial Statem ents 
Y ears Ended D ecem ber 31, 1997 and 1996 

Actual cash flows may differ from projected cash flows as a result of the borrower's ability to prepay 
without call or prepayment penalties. At December 31, 1997 all cash and cash equivalents were insured or 
collateralized with securities held by the Corporation or its agent in the Corp oration's nam e. 

Net investment incom e and gross realized gains and losses for file years ending Decem ber 31, 1997 and 

1996 are: (in thousands) 

Governm ent Bonds N ot Backed by Loans 
Government Bonds Backed by Loans 
U . S. Agency Bonds N ot Backed by Loans 
U. S. Agency Bonds Backed by Loans 
Collateralized M ortgage O bligations 
Com m on Stock 
O ther 
Total 
Investm ent .Expenses 
Total 

December 31. 1997 December 31, 1996 
N et 

Investm ent 
Incom e 
$ 8,309 
4,886 
5,142 
10,842 
2,178 
706 

33,505 

~ 057 

4. DEFERI~ED POLICY ACQUISITION COSTS 

Gross 
Realized 
Gains 
$ 78 
163 
64 
43 

2,894 

Gross 
Realized 
Losses 
$ 212 

43 
778 

$~3 242 $1,033 

N et Gross 
Investment Realized 
Incom e G ains 

G ross 
Realized 
Losses 

$155 
5,726 $261 70 
3,370 6 
6,512 2 
2,079 
165 203 12 

2~409 
__ _  

29,746 $466 $24~ 3 
(477) 

$2%269 

The follow ing reflects the policy acquisition costs defelTed for am ortization against future incom e and the 

rclatcd amortization charged to income: (in thousands) 

Balance, beginning of year 
A cquisition costs deferred 
Am ortization charged to incom e 
Balance? end of year 

5. FIX ED A SSETS 

1997 

$ 609 
1,609 

(1,539) 
$ 679 

A t 1)ccernber 31, 1997 and 1996, fixed assets consisted of 

l.and 
Building 
D ata processing assets 
Autom obiles 
Furniture, fixtures, and equipm ent 
Subtotal 
Less accum ulated depreciation 
N et fixed assets 

D epreciation expense 

1997 
$ 605 
11,524 
7,996 
1,610 
2,122 
23,857 

(9,387) 
$14,470 

1996 

$ 339 
1,333 

(1,063) 
$ 6O9 

(in thousands) 
1996 

$ 605 
10,998 
8,255 
1,652 
1,760 

23,270 

(7,382) 
$15,888 

$ 2,190 $ 2,555 
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I,O UISIANA W O RK ERS' CO M PENSATIO N CO RPO RA TIO N 
N otes to Consolidated Financial Statem ents 
Y ears Ended D ecem ber 31, 1997 and 1996 

6. LIABILITY FO R  L O SSES A N D LO SS A D JU STM EN T EX PEN SE S 

Activity in the liability for unpaid claims and claims adjustment expenses is summarized as follows (ill 
thousands): 

1997 1996 
Direct .Balance at January 1, $401,544 $330,956 
Less Reinsurance Recoverables 41,816 15,657 
Net Balan ce at Jan uary 1, 359,728 315,299 

Net Incurred Related to 
Current Year 
Prior Years 
Total Incurred 

Net Paid Related to 
Current Year 
Prior Years 
Total Paid 

Net Balance at December 31, 
Plus Reinsurance Recoverables 

Diiect Balan ce at December 31 

147,094 

(24,005) 
123.089 

29,592 
67.202 
96.794 

386,023 
54,668 

440.691 

150,319 

(13,536) 
136,783 

29,894 
62.460 
92.354 

359,728 
41,816 

$401,544 

As a result of changes in estim ates of incurred events in prior years, the provision for losses and loss 

adjustment expenses (net of reinsurance recoveries) decreased by $24,005,000 and $13,536,000 in 1997 and 
1996 because of lower-than-anticipated losses on the development of the claim s. 

7. REIN SURA N CE A CTIVITY 

The Corporation lim its its loss exposure by ceding all risks in excess of $250,000 per accident with other 
insurers through general reinsurance treaties. Am ounts pertaining to reinsurance prem ium s which were 
deducted #om prem ium s earn ed were approximately $18,101,000 and $19,001,000 for the years ending 
I)ceem ber 31, 1997 and 1996. 

Estimated amounts pertaining to reinsurance that were deducted from losses incurred and loss adjustment 
expenses were approxim ately $14,371,000 and $21,489,000 at December 31, 1997 and 1996. 

8. C O M M ITM ENTS 

At Decem ber 31, 1997, the Corporation was comm itted under the term s of non-cancelable office and 
equipment leases as follows (in thousands): 

Year 
1998 
1999 
2000 
2001 
2002 and later 
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Office 
Leases 

$83 
75 
31 
0 
0 

Equipm ent 
Leases 

$1,292 
867 
228 
0 
0 



LO UISIANA W ORK ERS' COM PENSATION CORPOR ATION 
Notes to Consolidated Financial Statem ents 
Y ears Ended D ecem ber 31, 1997 and 1996 

The Corporation incurred rental expense of approximately $1,610,000 and $1,178,000 during tile years 
ending Decem ber 31, 1997 and 1996 for/ease paym ents. 

9. RETIREM ENT PLAN 

The Corporation sponsors a defined contribution pension plan covering substantially all of its employees. 
Contributions to tile pension plan are at the Board of D irectors' discretion. Contributions and costs 
incurred were 5% and 4% for the years ending 1997 and 1996 of each covered em ployee's salary and totaled 
approximately $550,000 and $418,000 for 1997 and 1996. 

The Corporation also sponsored a savings plan under Section 457 of the Internal Revenue Code covering 
all eligible em ployees. Participating employees could contribute up to 15% of their base salary with the 
Corporation m atching up to 5% of their base salary. Contributions expense of the Corporation was 
approxim ately $287,000 and $236,000 in 1997 and 1996. Effective D ecem ber 31, 1997, the Corporation 
froze all contributions to this savings plan and transferred the assets to a trust account. Participating 
employees m ust m eet certain eligibility requirem ents, prim arily term ination of employm ent or reaching 
retirem ent age, before withdrawing contributions. 

Effective January 1, 1998, the Corporation began sponsoring a savings plan under Section 401k of the 
Internal Revenue Code covering all eligible employees. Participating employees m ay contribute up to 15% 
of their eligible salary with the Corporation m atching up to 5% of their eligible salary. 

10. DEFEIdOgD START-UP CO STS 

The following reflects the start-up costs deferred for am ortization against future incom e and the related charge 

to income, for the years 1997 and 1996: (in thousands) 

Balance, beginning ofyear 
A m ortization charged to incom e 
Balance, end ofyear 

11. I~ELATED PARTY TRANSACTIONS 

1997 

$356 
_L~ 6) 
$ -0~  

1996 

$831 
425~-s 
$356 

In the norm al course of business, the Corporation conducts transactions with a board m ember. This board 
m em ber is affi liated with insurance agencies which receive com m issions for policies placed with the 
Corporation. The eom m issions paid are based on the standard rates used for all agents and were not 
significant ~o the Corporation in 1997 or 1996. 

12. PEN DING ACCO UNTING PR O N OU NCEM ENTS 

SOP 97-3 Accounting by lnstcrcmce and Other EntetFrises for hlsuranee-Related Assessments was issued on 
1)ecembcr 10, 1997, and is effective for years beginning after Deccm ber 15, 1998. This pronouncem ent 
changes the accounting by insurance and other enterprises for assessm ents related lo insurance activities. The 
Corporatiork has not determined the im pact of this accounting pronouncem ent on its fimmcial statem ents. 
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Postlethw aite &  N et~erville 
A Professional Accountmg Corporatio#l 
CERTIFIED PUBLIC AGCO UNTANIS 

8550 UNITED PLAZA BLVD., SUITE 1001 ~ BATON ROUGE, LOUISIANA 70809 ~ TELEPHONE [504] 922-4600 ~ FAX (504) 922-4611 

R T 
AT 

To the Board of D irectors 
Louisiana W orkers' Com pensation Corporation 

Our report on our audit of the basic consolidated financial statem ents of Louisiana W orkers' 
Com pensation Corp oration and Subsidiary for 1997 appears on page 2, That audit was conducted for 
file purp ose of form ing an opinion on the basic consolidated financial statem ents taken as a whole. The 
Supplemental Statem ent of Board M ember Compensation is presented for purposes of additional 
analysis and is not a required part of the basic consolidated financial statements. Such inform ation has 

been subjected to the auditing procedures applied in the audit of the basic consolidated financial 
statem ents and, in our opinion, is fairly stated in all m aterial respects in relation to the basic 
consolidated financial statem ents taken as a whole. 

Baton Rouge, Louisiana 
April 24, ~998 
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LOUISIANA W ORK ERS' COM PENSATIO N CORPOI~ TION 
Supplem ental Schedule of Board M em ber Com pensation 

Year Ended Decem ber 31, 1997 

(in thousands) 

Louisiana W orkers' Compensation Corporation (the Corporation) board members are paid no salaries. 
]'he Corp oration offers board m embers other than legislative m embers and the Insurance Conunissioner's 
representative a per diem for actual attendance at board and com m ittee m eetings. Certain board m em bers 
choose to serve without pay. The following am ounts were paid to the Corp oration's Board of Directors 
during the year ended December 31, 1997. 

Boysie Bollinger 
Joe Bum s 
Clark Cosse' III 
Carl Crowe 
Barbara Fagan 
Seth Keener 
John K ennedy 
Ed Taylor 
Aubrey Tem ple 
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$5 
8 
8 
13 
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9 
7 
7 
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LO UISIANA W ORKERS' COM PENSATION CORPORATION 
Supplem ental Schedule of Board M em ber Com pensation 

Year Ended Decem ber 31, 1997 

(in thousands) 

Louisiana W orkers' Compensation Corporation (the Corporation) board members are paid no salaries. 
The Corporation offers board m em bers other than legislative m embers and the Insurance Comm issioner's 
representative a per diem for actual attendance at board and committee m eetings. Certain board members 
choose to serve w ithout pay. The following am ounts were paid to the Corp oration's Board of Directors 
during the year ended December 31, 1997. 

Boysie Bollinger 
Joe Bum s 
Clark Cosse' III 
Cad Crowe 
Barbara Fagan 
Seth Keener 
John K ennedy 
Ed Taylor 
Aubrey Tem ple 
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Postlethw ai(e &  N etterville 
.4 Professional,4ccoupJtmg Corporation 
CERTIFIED PUBLIC ACCO UNTANTS 

8550 UNITED PLAZA BLVD.. SUITE 1001 ~ BATON ROUGE, LOUISIANA 70809 ~ TELEPHONE (504) 922-4600 ~ FAX (504) 922-461 

Rel~ort on Com lflianee and on Internal Control over Financial R enortin~ 
Based on an Audit of Financial Statem ents Perform ed in 

Accordance w ith Governm ent A uditine Standards 

To the Board of D irectors 
Louisiana W orkers' Com pensalion Corporation 
Baton Rouge, l.ouisiana 

W e have auditect lhe consolidated financial statements of Louisiana W orkers' Com pensation Corporation as of and 
for the year ended Decenlber 3 [, 1997, and have issued our repor~ there on dated April 24, 1998. W e conducted our 
audit in accordance w ith generally accepted auditing standards and the standards applicable to financial audits 
contained in Government Auditing Standards, issued by the Com ptroller General of the United Slates. 

Com pliance 
As pan of obtaining reasonable assurance about whether Louisiana W orkers' Compensation Corporation's financial 
statem ents are: free of m aterial nlisstatem eut, we performed lesls of ils com pliance with certain provisions of laws, 
regulations, contracts and grants, noncom pliance w ith which could have a direct and m aterial effect on thc 
detennination of financial stalement am ounts. However, providing an opinion on com pliance wilh those provisions 

was nol an objective of our audit and, accordingly, we do not express such an opinion. The results of our tests 
disclosed no instances of noncom pliance that are required to bc reported under Govermnent Auditing Standard~. 

Internal Control O ver Financial Reporting 
In planning and perform ing our audit, we considered Louisiana W orkers' Com pensation Corporation's internal 
control over financial reporting in order to determ ine our auditing procedures for the purpose of expressiu~ our 
opinion oll the financial stalem cnls and not 1o provide assurance on the interBal conlrol over financial reporting. O ur 
consideration oflhe internal control over financial reporting would nol necessarily disclose all mailers in the internal 
control over financial reporting that m ight be m aterial weaknesses. A material weakness is a condition in which the 
design or opcralion of one or m ore of the inlernal control com ponents does not reduce to a relatively low Icvel the 
risk lhat m isstateme0ls in amounts that would be material in relation to the financial slalements being audflcd may 
occur and not be detected w ilhin a lim ely period by em ployees in the normal course of perform ing their assigned 
functions. W e noted no m aters involving the inlernal control over financial reporting and ils operation lhat we 
consider tO be rnalerial weaknesses. 

"]his report i:s inlended for the information of the Board of D irectors and m anagemenl of Louisiana W orkers" 
Com pensation Corporation, the Comm issioner of Insurance, Slate of Louisiana, and the Louisiana Legislative 
Auditor's Office and should not be used for any other purposes. This restriction is not intended to lim it thc 
distribution of this repor(, which is a m ailer of public record. 

/ 

Baton Rougc, Louisiana 
April 24, 1998 
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LO UISIA NA W O R K ER S' CO M PEN SATIO N C O R PO RA TIO N 

IN D EX TO 
LON G SH O RE AN [) H ARBO R W ORK ERS' COM PEN SATION A CT 
FORM  LS-513, REPORT OF PAY M ENTS 
FO R TH E Y EA R EN D ED D ECEM BER 31, 1997 

Independent Auditors' Report 

Longshore and tlarbor W orkers' Com pensation A ct Form LS-513 

N ote to Form LS-.513 
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Postletbw aite &  N etterville 
A Professional A ccounting Cbrporation 
CERTIFIEO PUBLIC ACCOUNTANTS 

8550 UNITED PLAZA BLVD., SUITE 1001 ~ BATON ROUGE, LOUISIANA 70809 ~ TELEPHONE (504} 922-4600 ~ FAX (5041 922-4611 

NDEPENDENT AUDITORS' REPORT 

The Board of Directors 
l,ouisiana W orkers' Cotnpensation Corporation 

W e have audited the compensation and medical payments (as defined in the Longshore and Harbor W orkcrs' 
Compensation Act, and Extensions, "the Act") included on the accompanying Form LS-513, Reporl of 
Paym entsofLouislana W orkers'Com pensation Corporafion forthe year ended Decem ber 31, 1997. ]his 
form is the responsibility of the Com pany's nianagement. Our responsibility is to express an opiniml on 
Form LS-513 based on our audit. 

W e conducted our audit in accordance with generally accepted auditing standards. Those standards require 
lhal we plan and perform the audit to obtain reasonable assurance about whether lhe Form LS-513 is frec 
of m aterial m isstatem ent. An audit inctudes exam ining, on a test basis, evidence supporting the am ounts and 
disclosures in Form LS-513. An audit also includes assessing the accounting principles used and significam 
estimates made by management, as well as evaluating the overall presentation. W e believe that our audit 
provides a reasonable basis for our opinion. 

In our opinion, the com pensation and medical payments included on Form LS-513 referred to above present 
fairly, in a)l m aterial respecls, the com pensation and m edical paym ents m ade by Louisiana W orkers' 
Compensalion Corporation for the year ended December 3 I, 1997, as defined in the Act referred to in the 
first paragraph. 

This repozl is inteuded solely for the information and use of the board of directors and m anagement ofthc 
Corporation, lhc Louisiana Legislative Auditor's Office, and the U . S. Department of Labor, Division of 
l,ongshorc and Harhor W orkers' Com pensation, and should not be used for any other purpose. 

Baton Rouge, Louisiana 
April 24, 1998 

Page 2 

DONALDSONVILLE ~ GONZALI'S ~ NEW ORLEANS ~ ST. FRANCISVILLE 
ASSOCIATED OFFICES iN Pt~INCIPAL CI'[IES OF lHE UNi'~E[3 SLATES 



L O U ISIA N A W O R K E R S' C O M PEN SA TIO N C O R PO R A TIO N  

LON G SH O RE AN D H ARB O R W O RK ERS' COM PEN SATION A CT 
FO RM  LS-513, REPORT O F PA Y M EN TS 
FOR TH E Y EAR EN DED DECEM BER 31, 1997 

CO M PEN SA TION A CT N um ber of C ases C om pensation 
C om pensated Paym ents 

(ooo) 

Longshore 
D efense Base 
N onappropriated Funds 
Outer Continental Shelf 
D istrict of Colum bia 
Total Paym ents 

Total Com pensation and 
M edical Paym ents 

See note to Form LS-513 

1,052 
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$9,797 

M edical 
Paym ents 

(000) 

$8,035 

$9,797 $8,035 

$17,832 



LOUISIAN A W ORKERS' COM PEN SATION CORPORATION 

FORM  LS-513, REPORT OF PAYM ENTS 
N O TE TO FO RM  LS-513 

1. B ASIS O F R EPRE SENTA TIO N 

The form has been prepared in conform ity w ith the Longshore and H arbor W orkers 

Compensation Act and Related Statutes (the Act). 

The number of cases compensated is the number of incidents of injury or death for which 
com pensation and m edical paym ents were m ade during the year for claim s paid during 
the year ended D ecem ber 31, 1997. 

Com pensation Paym ents are the m oney al|ow anees paid to an em ployee or his dependents 
for disability or death as provided for in the Act. Compensation paym ents include 
paym ents of indem nity in the sam e m anner and at the sam e intervals as wages

, funeral 
benefits, and in the case of permanent injury, any additional payments as set forth in the 
A ct. 

M edical Paym ents are tile m oney allowances paid for such m edical
, surgical and other 

attendance or treatm ent, nursing and hospital serv ices
, laboratory, X -ray, and other 

technical services which the nature of the injury and the process of recovery may require. 
M edical paym ents also include necessary dental care and treatm ent

, m edicine, crutches or 
other apparatus and prosthetic devices, and any other m edical serv ice or supply

, including 
the reasonable and necessary  cost of travel incident thereto. 

The am o~ants do not include accruals for liabilities incurred but unpaid at the end of the 

year. 
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Posfl ethw aite &  N cttervflle 
A Professional Accounting Corporation 
CERTIFIED PUBLIC ACCOUNTANTS 

8550 UNI'[ED PLAZA BLVD., SUI3"E 1001 ~ BATON ROUGE, LOUISIANA ?0809 ~ TELEPHONE (504) 922-4600 ~ FAX (504) 922-4611 

April 24, 1998 

"1o the Board of Directors 
Louisiana W orkers" Compensation Corporation 

W e have audited the financial statem ents of Louisiana W orkers" Com pensation Corporation for the yeau 
ended December 31, 1997, and have issued our report thereon dated April 24, 1998. Professional 
standards require that w e provide you w ith the follow ing inform ation related to our audit 

O ur Resnonsibilitv Under G enerally Accented A uditiue Standards 

Our responsibility, as described by professional standards, is to plan and perform our audit to obtain 
reasonable, but not absolute, assurance about whether the financial statem ents are free of material 
m isstatement Because of the concept of reasonable assurance and because w e did not perform a detailed 
exam ination of all transactions, there is a risk that m aterial errors, irregularities, or illegal acts, including 
fraud and defalcations, m ay exist and not be detected by us. 

As part of our audit, w e considered the internal control structure of Louisiana W orkers' Compensation 
Corporation Sucb considerations were solely for the purpose of determ ining our audit procedures and no! 
to pr D\'idc any assurance concerning such internal control stru cture. 

Sienificant A ccounting, Policies 

M anagement has the responsibility for selection and use of appropriate accounting policies. In accordancc 
w ith the term s of our engagem ent, w e will advise m anagem ent about the appropriateness of accounting 
policies and their application. The significant accounting policies used by Louisiana W orkens' 
Compensation Corporation are described in N ote 2 to the financial statem ents. W e noted no transactions 
entered into by the Corporation during the year that were both significant and unusual, and of wbich, under 
professionall standards, w e are required to inform you, or transactions for w hich there is a lack of 
authoritative guidance or consensus. 

DONALDSONVILLE ~ GONZALES ~ NEW  ORLEANS ~ ST. FRANCISVILLE 
ASSOCIATED OFFICES IN PRINCIPAL CITIES OF "[HE UNITED STATES 



A ccountin[! Estim ate 

- 2 - 

Accounting estim ates are an integral part of the financial statem ents prepared by m anagement and are based 
on m anagem ent's know ledge and experience about past and current events and assumptions about futm e 
events. Certain accounting estim ates are particularly sensitive because of their significance to the financial 
statements and because of the possibility, that future events affecting them m ay differ significantly flora 
those expected. 

W e believe that the liability for losses and loss adjustment expenses is a significant and a particularl3 
sensitive accounting estimate. M anagement's estimate of the liability for losses and loss adjusmlent 
expenses is based on the loss reports on individual cases, the cost of processing and investigating claim s. 
and estim ates of the cost of claim s incurred but not reported As a part of these estim ates, m anagem ent 
relies on historical trends and assumptions developed by N CCI for activity in the State of Louisiana, as well 
as the expertise of M illim an and Robertson, Inc. w ho also opines on the reasonableness of the estim ated 

liabilities for losses and loss adjustment expenses. W e have performed tests of the historical data used by.' 
m anagem ent in these estim ates and relied on a review by W atson W yatt W orldw ide of the key factors and 
assumplions contained in M illim an and Robertson's actuarial report and opinion on the liability' for losses 

and loss adjustment expenses to satisfy ourselves as to its reasonableness in relation m the financial 
statem ents taken as a w hole 

M anagem enl also m akes significant assum ptions in its estim ate to arrive at the allow ance for doubtfu 
accounts receivable, depreciation and am ortization, and certain other accrued expenses. 

Sieniflcant A udit Adiustm ents 

For purposes of this lette;, professional standards define a significant audit adjustment as a proposed 
correction of the financial statements that, in our judgment, may or may not have been detected except 
through our auditing procedures. These adjustments may include those proposed by us but not recolded 
by the Corl~oration thai could potentially cause future financial statem ents to be m aterially misstated, even 

though we have concluded that such adjustments are not material to the current financial statements W e 
proposed no audit adjustments thai could, in our judgement, either individually or in the aggregate, have 
a significant effect on the Corporation's financial reporting process. 

l)isaereem enls w ith M anaEem ent 

For purposes of this letter, professional standards define a disagreem ent with m anagem ent as a m attel, 
w hether or not resolved to our satisfaction, concerning a financial accounting, reporting, or auditing m attew 
that could be significant to the financial statem ents or the auditor's report. W e are pleased to report that 
no such disagreements arose during the course of our audit 
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Consultations w ith O ther Indenendent A c~onntants 

To the best of our know ledge, m anagem ent has not consulted w ith or obtained opinions from other 

independent accountants during the past year that are subject to the requirements of Statement on Auditing 
Standards No. 50, Reports oll the Appfication of Accolmting Principle,~'. 

es Disrlltssed Prior to Retention of lndenendent A uditor 

W e had no discussions w ith management related to significant accounting and auditing m atters prio~ to our 
retention as lhe Corporation's auditors. 

im cullies Encountered in Perform ing the A ndit 

W e encountered no significant diffi culties in dealing w ith m anagem ent in perform ing our audit 

This inform ation is intended solely for the use of the Board of Directors and m anagem ent of Louisiana 
W orkers' Com pensation Corporation and the Louisiana Legislative Audflors Offi ce and should not be used 
for any other purpose. 


